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Table 1. Planting decisions, certainty equivalent returns, and expected government cos ts under alternative 
government programs 
Corn Soybean Government 
Program Acreage Acreage CER" Costs 
Less risk averse producer 
Current Program 
Free Market 
Revenue Assurance 
100% Crop Assurance 
100% Whole Farm 
80% Crop Specific 
80% Whole Farm 
311 167 
250 250 
250 250 
250 250 
250 250 
250 250 
$76,461 $25,141 
$62,490 $0 
$74,813 $11,178 
$73,247 $9,498 
$65,001 $2,024 
$63,618 $850 
More risk averse producer 
Current Program 
Free Market 
Revenue Assurance 
100% Crop Assurance 
100% Whole Farm 
80% Crop Specific 
80% Whole Farm 
239 
250 
250 
250 
250 
250 
" Denotes certainty equivalent returns 
important it became. For example, if we use county-
level yields and fix the base acreage, then there is 
nolhing that producers can do to cheat even if they 
want to. If we use individual yields, then it is possible, 
but highly unlikely, that farmers would "farm the 
program." Farmers might be tempted to cut fertilizer 
costs in years when prices are so low that they fully 
expect a payment on revenue assurance. However, as 
we discovered in the results discussed above, the 
chances of this occurring are very small. Also, we 
know from other research that it almost always pays to 
choose the correct amount of fertilizer. Please refer to 
CARD Working Paper 94-WP 127 "Input Demand 
Under Revenue Assurance," by Bruce A. Babcock and 
David A. Hennessy for more details about these results. 
There are program details that would raise moral 
hazard issues. For example a 100 percent revenue 
assurance program. based on farm specific yields and 
current (rather than historic) planting patterns would 
tempt some farmers to behave irresponsibly. However 
these problems can be eliminated by using common 
sense in the program design. We do not anticipate any 
real moral hazard p roblems with revenue assurance so 
long as the proportion assured remains below about 85 
percent, and historic rather than current acreage 
patterns are used. 
244 
250 
250 
250 
250 
250 
$70,668 
$55,199 
$70,038 
$67,378 
$59,584 
$56,440 
$15,728 
$0 
$8,768 
$6,188 
$1,679 
$239 
Revenue assurance would allow for much lower levels 
of government spending on agriculture, remove the 
distortions associated with existing programs, and 
dramatically improve the efficiency with which 
government agricultural program are run. Producer 
welfare, on the other hand, would decline under 
revenue assurance when compared to the existing 
program, except at a coverage level of 100 percent. At a 
100 percent coverage level, certainty equivalent returns 
are only slightly below the level under current pro-
grams but the corresponding government costs are cut 
approximately in half. If current proposals to reduce 
government spending on agriculture by decreasing 
deficiency payments were to pass, then revenue 
assurance would become an attractive alternative to 
current programs operated at a reduced level of 
support. 
FAPRI 1995 Baseline Results 
(Darnell B. Smitl1 515 294-1184) 
FAPRI's 1995 baseline, the benchmark numbers used 
as a reference point for policy analysis, was completed 
mid-January and presented to the U.S. House and 
Senate staffs on February 16-17, 1995. The ten-year 
projections, representing a composite of model results 
and judgments about future U.S. and international 
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crop and livestock production, consumption, and 
trade, show some softness in U.S. agricultural markets 
in the early years, but these markets tighten up over 
the second half of the projection period. 
Market tightening occurs as CRP idling continues, 
GATT constrain ts become binding, and export demand 
increases. The baseline results are not a forecast, but 
instead represent a scenario conditional upon income 
growth assumptions and continuation of current 
agricultural policy both in the United States and 
abroad. 
Although many economic and policy variables interact 
to p roduce baseline results, some of the major factors 
influencing results this year are: 
• High income growth in Asia and Latin America 
offsets declines in the Former Soviet Union (FSU). 
• GATT constraints on subsidized exports and market 
access provide added market opportunities over the 
Later years. 
• 17.7 million acres are assumed enrolled ·in CRPby 
2003; com/soybean proponion grows from 22 
percent to 36 percent from 1996 to 2003. 
The following graphs provide a visual representation of 
the major issues important to Iowa. Two major trade 
shifts are expected to occur: China becomes a net 
importer and the FSU becomes a net exporter of feed 
grains (Figures l and 2). U.S. trade and domestic 
demand for feed grains remains strong (Figures 3-5). 
With CRP renewal and strong demand, and farm 
income strengthens, (Figures 6-8). especially over the 
latter half of the projection period. 
Figure 1. China Net Feed Grain Exports 
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Figure 2. FSU Net Grain Imports 
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Figure 4. U.S. Livestock Production 
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Figure 5. U.S. Corn Demand 
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Figure 6. Base Acres Enrolled in CRP 
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Figure 7. Net CCC Outlays 
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Figure 8. U.S. Net Farm Income 
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Pertinen t Baseline Results for Iowa 
• Strength in world pork and poultry markets en-
hances domestic and export demand for U.S. feed 
grains/meals. 
• CCC outlays for commodity programs also stabilize 
through 1998, then decrease with a stronger market 
situation. 
• Net farm income stabilizes around current levels 
($41-42 billion) through 1998, then increases. 
In general, the baseline resul ts exhibited tighter 
markets than were earlier expected with a somewhat 
positive outlook for Iowas primary commodities of 
corn, soybeans, and pork. Tighter markets, however, 
lowa Ag Review 
imply added volatility in prices as buffer stocks remain 
relatively low over the projection pedod. Thus, both 
positive and negative deviations in crop production are 
expected to have an inordinate impact on market 
pnces. 
The projections demonstrate a continuation of recent 
trends toward greater market orientation and less 
government support. This has implications for farm 
bill analysis as the attractiveness of alternative policies 
depends on what is expected to result from a continua-
tion of the status quo. 
CARD/FAPRI Analysis 
Impacts on Iowa of the Cha nging Structure 
of the Pork Indus try 
Continued from page 1. 
inventory level the same as December 1, 1993. The 
bulk of the 300,000 bead decline occurred over the last 
quarter alone. That's a 3,296 head decrease per day, 
every day over the quarter. 
The loss of breeding herd in Iowa was greater than the 
net loss in breeding herd for the United States, indicat-
ing that in s tates other than Iowa, the breeding herd 
actually rose. This translates into a decrease in Iowa's 
share of the breeding herd from 23.7 percent of the 
U.S. breeding herd a year ago to 20.1 percent this 
December I. 
Market Hog Share 
U.S. market hogs showed a 3.8 percent increase from a 
year ago to reach 52.7 million head on hand December 
l. Iowa's share of market hog production fell from 
26.2 percent of the U.S. market herd a year ago to 24 
percent this December l. 
The weight breakouts for the United States show most 
of the change from a year ago occurring in the over-
120 lbs categories, while lesser increases occurred in 
the under-120 Jbs categories. In Iowa, the under 120-
lbs category showed losses in market hog numbers. 
The biggest change occurred in the under-60 lbs 
category, with a decrease of 12 percent to 4.4 million 
head. 
The reduction in the under-60 lbs category in Iowa, 
with growth in the rest of the country, may indicate 
that, if the trend comiuues, Iowa may fall further in its 
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